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The government of Argentine President Fernando de la Rua is implementing another round of
austerity measures, the seventh since the administration took office in December 1999. The new
"zero deficit" commitment will cut public employee salaries and pension benefits. After tense
negotiations, both the governing Alianza coalition and the opposition Partido Justicialista-peronista
(PJ) gave their support, but strongly opposed labor and civic groups called strikes to protest.
De la Rua won the election less than two years ago on promises to reactivate the economy, create
jobs, and improve the distribution of income, none of which has happened. As the economic
downturn nears its fourth year with unemployment standing at 16%, many Argentines complain
that the benefits they expected after free-market reforms were implemented in the 1990s have not
materialized.
Economists say corruption, years of government overspending, and reduced competitiveness in the
global marketplace have kept any advances from reaching most Argentines. Faced with mounting
problems servicing its debt, the government unveiled the zero deficit plan as the latest effort to put
its financial house in order. The impetus came when, at what should have been a routine treasurybill auction, Argentina was unable to borrow money at less than 14% interest, effectively shutting off
international credit.
Concerns that Argentina would be forced to default on its debt obligations sent the stock market
tumbling and forced Finance Minister Domingo Cavallo on July 11 to announce the harsh and
unpopular cuts. He aims to cut public spending to the level of tax revenues to avoid taking on new
debt at prohibitive rates from bond markets that have lost confidence in Argentina's ability to meet
debt payments. "Zero deficit will begin this month," said Cavallo. "We can reach a balanced budget,
and we will reach it with a fight against tax evasion, workers in the underground economy, political
spending, and inefficiency."
Cavallo's proposed US$1.5 billion in cuts include a reduction in wages for more than 250,000
federal employees and equivalent cuts in pension benefits for retired government workers. He also
proposed increasing a financial-transactions tax and new measures to crack down on tax evaders.
Government workers will not know what their pay will be until two weeks before their checks are
cut.
In July, the reduction will be 13% for public employees, and pensioners who receive more than US
$300 a month will have their benefits reduced, said Cabinet chief Chrystian Colombo. Just before
announcing the cuts, at a ceremony in Tucuman marking Argentina's independence, de la Rua
appealed for support for the new belt-tightening. "How can we say we are independent if we have
to turn to loans for our children's meals at school or our grandparents' social security?" de la Rua
asked. "We can only maintain our spending because every year they loan us US$15 billion that we
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spend but don't really have, all at the cost of compromising our future. Are we going to wait for the
day they decide not to lend to us anymore before we decide to solve our problems?"

Austerity measures anger citizens, worry analysts
But the new adjustment, which experts say is more drastic than the six previous cuts, had analysts
questioning whether the government was blindly careening from one unproven economic approach
to another. The plan threatens economic growth by reducing internal consumption, said a report
by Morgan Stanley Dean Witter. "Our concern is that the public employees and pensioners will not
know the level of their income for the coming month until two weeks before they get paid, which
makes it likely that the measures will lead to less consumption." The firm is also concerned that the
adjustment is "based on unreal assumptions about the reactivation of economic growth in the fourth
quarter of 2001." The report said that, even under the most optimistic scenario in which the economy
grows 0% in the second half of the year, the government would have to impose additional spending
cuts of US$3 billion, double the figure anticipated in this program.
As politicians engaged in intense negotiations, many Argentines expressed fears that the measures
would only further depress an economy that has not seen sustained growth since July 1998. "I
worked for 45 years....They pay me a miserly US$209 a month," said one 87-year-old retiree. "The
spending cuts are the country's destruction."

Political parties finally come on board
The governing Alianza coalition, made up of the Union Civica Radical (UCR) and the Frente del
Pais Solidario (FREPASO), initially disagreed with the adjustment measures and demanded that
they target the wealthier sectors, not the poor. "We must seek consensus among all parties so that
we may immediately draft a set of proposals to confront this political, economic, and social crisis,
proposals based on equity so that the effort falls to those with greater economic means," said the
Alianza communique. The administration's first success in gaining support for its plan was an
agreement with 12 provincial governors under which they would cut their spending by US$650
million by year- end and the federal government would cut its spending by US$150 million.
On July 13, UCR leader and former President Raul Alfonsin (1983-1989) came out in support of the
spending cuts, but only, he said, if they don't hurt "the most vulnerable" sectors of the population.
Alfonsin said that the Alianza would prepare an alternative plan, and he said the president has
assured him he would study it. "Argentina is never going to be a colony," said Alfonsin. "We are not
going to fall into the clutches of neoliberalism. It is a moral obligation to solve the problems of those
who have less, of those who need more.
Although the UCR and FREPASO leaders presented de la Rua with alternative proposals, the plan
ratified by the president was the original. The same day, de la Rua met with the 14 PJ governors
who, late on July 16, agreed to back the plan if they received overdue government funds and if they
were allowed to decide their own method to balance their books. The apparent support for the
administration masked considerable opposition. Many UCR and FREPASO lawmakers called for
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revisions to the plan so that more of the burden would fall on the more economically advantaged
sectors.
On July 18, PJ lawmakers said they would introduce a bill to overturn the presidential decree.
Analysts ask if measures are too little, too late Argentina's US$128 billion public debt, which
includes US$88 billion in foreign debt, is equal to almost half its GDP, and the government has
exceeded its International Monetary Fund (IMF)-set first-quarter deficit target by US$1 billion.
The economy has contracted for 10 straight quarters. The Labor Ministry's figures show that
unemployment rose from 14.7% of the economically active population (EAP) last October to more
than 16% in June.
Few economists agree with Cavallo's prediction of 5% growth in the fourth quarter of 2001. ING
Barings forecasts the economy will shrink by 0.1% this year. In recent weeks, Wall Street analysts
have become increasingly convinced that an Argentine default or a debt restructuring was likely. A
currency devaluation, while possible, was considered less likely. Many analysts are skeptical that
the new cuts can actually be implemented and question whether they would be enough even if they
were carried out. Some say a default on the foreign debt or a devaluation is still possible.
"Given the prospects of further recessionary pressures and the political situation, both are fairly
likely today," said Jose M. Barrionuevo of BNP Paribas.
The financial crisis is becoming so severe that there is no solution, he said. With the sharp rise
in interest rates, the recession will deepen and tax revenue will decline, widening the budgetdeficit gap. Then the government would not have the money to pay its debt service even if it could
implement the new cuts. At the same time, capital flight by worried Argentine and foreign investors
could put enough pressure on the peso to force the government to devalue, said Barrionuevo.
Strikes show growing lack of support for government De la Rua's approval ratings have dropped
to less than 20% of the electorate amid a climate of growing unemployment, social unrest in the
provinces, rising crime rates in several cities, and the perception that he lacks leadership.
And confidence in Cavallo's ability to improve the economy is also dropping quickly. In a poll by
Graciela Romer and Associates, only 32% of respondents believe he can improve the economy,
down from 57% in April, a month after he took office. State workers angry over the proposed salary
cuts rejected the plan and called for a one-day strike on July 18. Unions called for a one-day general
strike on July 19, saying the plan was tantamount to "looting the pockets of public workers." The
general strike was called by the Confederacion General del Trabajo (CGT), el Movimiento de
Trabajadores (MTA), and the Central de Trabajadores de Argentina (CTA).
"The workers, the retirees aren't the ones who should pay off the deficit," said labor leader Hugo
Moyano. "It's the people who've made a lot of money in the last few years who should pay, not a
worker who earns US$200 a month." CGT chief Rodolfo Daer echoed Moyano's words, calling the
government's measures "shameful." "This is nothing new. Today they cut spending and they tell us
it's the last time, but they'll just do it again next month," said taxi driver Oscar Pissiruto in Buenos
Aires.
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